vitor Number One McCollister well, Irene Field, East Baton Rouge Parish, 
cubic oe uf es per a plus 290 barrels ao condensate. 


Orion is actively engaged with wo ae eu 
ee ; erests in a variety of pros- - : 


; Orion’s exploration a for 1981 i is s currently 
12 ane ve ten 


The cover r of the report is Sioned from a com- 
uterized infrared photograph of southern 
Louisiana taken by satellite. The photo in- 
cludes major areas of Orion’s exploration ac- 

_ tivities in the Tuscaloosa Trend (see maps in 
Operations section). 


Highlights 


July 1980: The Amoco Number One Hess well was completed 
as a major Tuscaloosa discovery. Orion Royalty Fund 
holds a significant royalty interest in this prospect. 


September 1980: A private placement of 800,000 common 
shares netted Orion $1.6 million (Canadian). 


October 1980: Orion shares were listed for trading on the 
Alberta Stock Exchange. 


December 1980: Orion concluded joint venture royalty and 
drilling agreements with newly formed British 


American Resources totaling $3.3 million (U.S.) 
each. 


Private placement of 215,000 common shares 
netted Orion $900,000(Canadian). 


January 1981: The Amoco Number One Calicott well set pipe at 
a total depth in excess of 21,000 feet prior to comple- 
tion attempt. Orion Royalty Fund holds interest un- 
der the well site and possible offsets. 


February 1981: Orion 1981 Royalty Fund closed at $3.6 
million (U.S.). 


April 1981: The South Louisiana Production Company Number 
One Mead well is tested at 7.1 million cubic feet of 
gas per day and 273 barrels of condensate. Orion 
Royalty Fund holds 17 royalty acres in the unit for 
this well. 


Contents 


1 Highlights 
2 Letter to Shareholders 
4 Interview with Chairman and President 
6 Review of Operations 
10 Financial Statements 
15 Auditors’ Report 
16 Directors and Management 


Amoco Number One Calicott 


To Our Shareholders: 


alee past year was Orion Petroleum’s first 
full year of operations as an oil and gas explo- 
ration company. As expected, it is premature 
for production revenues to build to the point of 
earnings from operations. However, we are 
pleased to report that exploration activities 
have already shown remarkable progress 

and success. 

The Orion Royalty Fund, Ltd. (a royalty fund 
organized and managed by the company), 
closed in February 1980 at $3.76 million (U.S.). 
During the past year, the fund participated in 
eight commercial wells, for an overall drilling 
success ratio of 38 percent. In addition, two 
wildcats have successfully logged sands and 
await testing. 

As of the end of the current year’s first quar- 
ter, there were 24 active or proposed wells on 
or offsetting the fund’s royalty interest acreage. 

Progress is also being made by the com- 
pany’s $1.75 million (U.S.) Oklahoma joint ven- 
ture. To date, two drilling prospects have been 
assembled, and agreements have been reached 
with industry partners to drill these prospects. 


The year was equally active with respect to 
corporate development. Orion expanded its eq- 
uity base through two private placements (to- 
taling 1,015,000 shares) of its common stock, a 
significant portion of which was placed with 
institutions, principally in the United King- 
dom. Proceeds from the offerings were $2.7 
million (Canadian). At December 31, Orion had 
net working capital of $3,237,000 (Canadian) in 
comparison with $537,000 a year earlier, and 
no debt. 

In October, the company’s shares were listed 
on The Alberta Stock Exchange, thus providing 
a more visible and orderly market for our shares. 

In the vital area of personnel, the company 
was able to attract a number of experienced 
professionals to its staff. Joining us in the past 
year were Phillip K. Roberts, exploration man- 
ager; Thomas W. Welch, controller; and Curtis 
Regan, senior landman. { 

As we look to 1981, we recognize our indus- 
try is not without problems. Competition for 
good prospects has substantially increased 
acreage prices and terms for farmout transac- 
tions. Nevertheless, we view the U.S. oil and 
gas industry as one of exceptional opportunity. 
Removal of crude oil price controls in 1981 indi- 
cates the new Washington administration’s 
willingness to make the difficult but necessary 


Amoco Number One Hess 


decisions to achieve the United States’ energy 
goals. U.S. wellhead crude oil prices now ap- 
proach $37 per barrel which, despite the wind- 
fall profits tax, provides adequate incentive for 
exploration ventures. 

Natural gas prices also continue to escalate, 
and there are indications the new administra- 
tion will further liberalize gas prices prior to 
scheduled decontrol in 1985 under the Natural 
Gas Policy Act. Orion’s royalty and mineral 
programs are directed toward gas below 15,000 
feet where prices are already decontrolled. 

The company’s 1981 exploration budget cur- 
rently stands at $12 million (U.S.). These funds 
were obtained by formation of three joint ven- 
tures and through a limited partnership. Of 
this amount, approximately $6.9 million will be 
expended for royalty and mineral acreage, and 
$5.1 million is budgeted for exploration and 
drilling. We are actively pursuing other joint 
ventures and funds which would increase our 
exploration exposure. 

In this report of our first year, we believe it is 
appropriate to review the goals and objectives 
of the company. Our primary long-term goal is 
to build a highly-qualified technical staff which 


Peter R. Vig 


will internally generate promising exploration 
prospects. These we will explore through a 
combination of outside ventures and company 
funds. We are aggressive in approach, and 
though substantial progress has been made in 
our brief operating history, we look for much 
greater growth in the years ahead. 


Sincerely, 


Hak 


Peter R. Vig 
Chairman and is Executive Officer 


Jack L. Woods 
President and Chief Operating Officer 


L - 
Jack L. Woods 


An Interview with the Chairman and 
President 


Q: What is the philosophy behind Orion’s ex- 
ploration drilling venture? 


A: Similar to that of the royalty fund in that 
our first consideration is risk diversifica- 
tion. We plan for the 1981 drilling venture 
to participate in approximately 30 pros- 
pects. Another objective is to avoid the risk 
of cost overruns that a working interest 
owner is subject to in deep, high-pressure 
wells by participating primarily in shallow 
to medium-depth prospects. 


0 


In what areas will the 1981 drilling venture 
be participating? 


= 


We will participate in shallow to medium- 
depth wells, primarily with oil potential in 
the shelf area of north central Oklahoma, 
north Texas and southern Oklahoma, the 
Illinois Basin, and parts of the Louisiana/ 
Texas Gulf Coast. 


Q: Which of the discoveries in the 1980 
Royalty Fund have the most potential? 


A: Given the pay thickness and the level of 
our exposure, the Morganza Field is by far 
the most important. Second would be the 
Irene Field, where we participated in two 
successful wells, one of which is on 
stream, and have meaningful interest in 
two other wells which are either preparing 
to test or are drilling. Third would be the 
South Ravenswood Prospect. The initial 


well on this prospect reported potentially 
productive sands; however, very high 
pressures necessitated ordering a special 
string of pipe and this has delayed testing 
of the well. The Royalty Fund has a signifi- 
cant position located both under and in 
close proximity to the well. 


In the longer term, we have a significant 
potential in our 1,051 net royalty acres in 
the Sheridan — West Sheridan Cotton Val- 
ley play in Washington Parish, Louisiana. 
The operator in this area is currently drill- 
ing a 23,000 foot Cotton Valley test directly 
offsetting the southeastern flank of our 
royalty acreage. In each of our royalty ven- 
tures, we prefer to have at least one project 
like the Sheridan venture, which has sig- 
nificant potential yet entails only a modest 
financial risk. In this case, we exposed less 
than three percent of the Royalty Fund. 


Many people are confused as to what 
makes up a royalty acre. Could you 
elaborate? 


Traditionally, when a landowner leases 
land to an oil company he retains a one- 
eighth royalty interest, with the oil com- 
pany acquiring a seven-eighths interest. 
The definition of a royalty acre is a one- 
eighth (or 12/2 percent) interest in one 
acre. Instead of acquiring one eighth inter- 
ests, the Royalty Fund typically acquires 
one to three percent under a spread of 
acres, which is then converted to the ap- 
propriate number of royalty acres. For ex- 
ample, a three percent royalty interest in 
100 acres equates to 24 net royalty acres 
under 100 gross surface acres: (8 x 100 x 
03 = 24). 
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How much of the 1981 royalty venture’s $7 
million will be allocated to the Tuscaloosa 
Trend? 


We presently plan to spend approximately 
50 percent of the fund in the Tuscaloosa. 
The remainder will be equally divided be- 
tween the Anadarko Basin of Oklahoma 
and the Texas Panhandle, and the Hosston 
Gas Play in central Mississippi. Both are 
somewhat analogous to the Tuscaloosa 
Trend in that they are deep, decontrolled 


gas plays. 


Does the Canadian government's an- 
nounced national energy program affect 
Orion? 

Since Orion concentrates its exploration 
efforts in the United States, there will be 
no negative impact. To the extent that the 
program is causing other Canadian com- 
panies to expand or initiate U.S. opera- 
tions, it could be positive for Orion in that 
it creates opportunities for joint ventures 
with those companies. 


What is the makeup of Orion’s ownership? 
Q: What has been the trend in decontrolled 
gas prices? 


p= 


: Approximately 40 percent of the Com- 
pany’s 5.6 million fully diluted shares are 


A: A year ago, the price was around $5.00 per 


MCF. This quickly escalated to the $6.00 
level, and with the recent decontrol of 
crude oil prices in the U.S., combined with 
OPEC price increases at year end, some 
recent contracts have been written in the 
$7.00 to $8.00 per MCF range. 


Orion recently acquired some “trend” 
acreage. Could you expand on your leas- 
ing program? 

The company assembled approximately 
10,000 acres based on regional geology in 
four counties in East Texas. A portion of 
this has been sold to a major oil company, 
with Orion retaining an override as well as 
a significant working interest. Since ac- 
quiring this acreage, we have had several 
requests from major companies and large 
independents to conduct seismic opera- 
tions on it. We would like to expand our 
undeveloped acreage position. 


held by officers, directors and other insid- 
ers. Of the remainder, another 25 percent 
is held by institutions, and the balance by 
individuals. 


Is there a plan to bring the stock to the 
herein 8 


We are considering an NASDAQ listing for 
the stock later this year. 


What are Orion’s greatest strengths and 
opportunities? 


Our greatest strengths are our size and our 
people. As a small company, we can attract 
and motivate highly qualified individuals. 
Also, we can move very rapidly as oppor- 
tunities occur. Over the near term, exclud- 
ing possible additional ventures, Orion 
will be exposed to $12 million in explora- 
tion spending in 1981, which is a signifi- 
cant amount for a company our size. 


Orion’s management team originated several promising exploration prospects 
in the past year. 


Review of Operations 


Orion Royalty Fund 

The 1980 Orion Royalty Fund successfully 
acquired 3,360 net royalty and lease acres un- 
der a total of 74,052 gross acres. Areas of inter- 
est include the Deep Tuscaloosa Trend of 
Central Louisiana, the Hosston- Cotton Valley 
play in southeast Louisiana, the Williston Basin 
and the Florida Penninsula. To date, 21 wells 
have been drilled and tested, of which eight 
were commercial producers and 13 were dry or 
marginally economic, for an overall success 
ratio of 38 percent. In addition to these wells, 
nine have been cased for tests, all located in 
the Tuscaloosa Trend, and there are 13 addi- 
tional wells either proposed or actively drilling 
on royalty fund prospects. Highlights include 
the following: 


Morganza Field, Pointe Coupee, Louisiana 

The Amoco Number One Hess well was 
completed as the discovery well for the Mor- 
ganza Field, with an announced test rate of 14 
million cubic feet of gas per day and 123 barrels 
per day of condensate. This well indicates 165 
feet of net pay, making it one of the largest 
discoveries in the Tuscaloosa Trend. Amoco is 
currently drilling two stepout wells, the Num- 
ber One Ravenswood B, and the Number One 
Dorothy Brown. In addition, Amarex is drilling 
the Number One Barton well as a north offset 
to the discovery well. As indicated by the map, 
Orion Royalty Fund holds a total of 90 royalty 
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acres in this prospect, including eight acres in 
the discovery well. The operator has made no 
announcement on either the Ravenswood B or 
Dorothy Brown wells, but we are very optimis- 
tic about the prospects for both. 


South Ravenswood, Pointe Coupee Parish, 

Louisiana 

After drilling to a total depth of 21,334 feet, 
Amoco set pipe on the Number One Calicott 
well prior to conducting production tests. The 
Royalty Fund owns 79 net royalty acres in this 
prospect under 2,174 surface acres, including 
the well site. Extremely high pressures necessi- 
tated ordering a special string of casing prior to 
testing the well. 


Irene Field, East Baton Rouge Parish, 

Louisiana 

The Royalty Fund participated in three wells 
in this field, one of which — the South Loui- 
siana Production Company Number One Mc- 
Collister — tested at 9.8 million cubic feet of 
gas per day plus 290 barrels of condensate. In 
addition, the Number One Mead, where the 
Royalty Fund holds 17 royalty acres, has re- 
cently tested at a rate of 7.1 million cubic feet of 
gas per day and 273 barrels of condensate. Five 
other wells are active in the field, the most 
significant of these to the Royalty Fund (as 
indicated on the map) are the Number One 
Netter and the Number One State Lease 6890. 


P. K. Roberts 
Exploration Manager 


Lockhart Crossing Field, Livingston Parish, 

Louisiana 

This field was discovered in late 1979 by 
Amoco with the Number One Barnett Heirs 
well, which tested at 8.4 million cubic feet of 
gas per day and 800 barrels of condensate. 
Currently there are six wells either active or 
planned in the field. The Royalty Fund owns 49 
net royalty acres in this prospect, including a 
small interest in the Number One Barnett dis- 
covery. Production from this field is scheduled 
to go on stream this spring. 


Sheridan — West Sheridan, Washington 

Parish, Louisiana 

The Royalty Fund holds a total of 1,051 net 
royalty acres under 20,319 surface acres in the 
Sheridan — West Sheridan area, approximately 
one-third to one-half of which is interpreted as 
being on the northwest flank of the Sheridan 
structure. Louisiana Land & Exploration, as 
operator, now has three active wells approx- 
imately four to five miles south and east of the 
fund’s holdings. More significant to the fund, 
Louisiana Land is drilling the Number Six 
Crown Zellerbach well as a 23,000 foot Cotton 
Valley test. This location is a direct offset to our 
holdings. The original discovery for the 
Sheridan area, the Number One Crown 
Zellerbach, initially produced gas but was 
abandoned due to mechanical problems. 
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Michael D. Young 
Vice President and Secretary 


Joint Venture Exploration Office — 
Oklahoma City 

Our Oklahoma joint venture generated and 
assembled two prospects during the course of 
1980. Orion’s interest in both prospects has 
been turned to industry partners, with Orion 
retaining a carried interest as well as the ability 
to participate in subsequent drilling. The Choc- 
taw Prospect, located in Oklahoma County, is a 
re-entry of an old well to test the Mizner sand 
below 5,900 feet. The North Thunderbird Pros- 
pect, located in Cleveland County, calls for a 
7,300-foot test with the main objectives the 
Wilcox and the Oil Creek formations. Work 
continues on the generation of other prospects. 


Pawnee County Project 

In Pawnee County, Oklahoma, Orion en- 
tered into an agreement whereby it would earn 
a one-eighth interest in 18,646 lease acres or 
2,330 acres net to the company’s account. 
Orion must either participate in drilling or 
cause to be drilled nine prospects in order to 
earn this interest. To date, six dry holes have 
been drilled with three prospects remaining to 
be drilled. The company intends to participate 
in the remaining three wells in 1981. 


Curtis R. Regan, Jr. 
Senior Landman 


Acreage Acquisitions 

In the third quarter of 1980, Orion assembled 
5,840 acres in Delta, Lamar and Red River 
Counties in East Texas. This is primarily trend 
acreage considered prospective for Smackover 
production. Orion subsequently sold an un- 
divided 65% interest in this acreage to a major 
oil company, retaining an override and a 35% 
working interest equal to 2,044 net lease acres. 
In the second phase of this East Texas project, 
the company recently assembled 4,999 net 
lease acres located in Red River, Bowie and 
Delta Counties. It is our intention to sell off a 
portion of this acreage. 

The company plans to pursue other acreage 
acquisition programs in 1981, including possi- 
ble joint ventures with outside partners. 
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Exploration Department Melanie Bolin 
Secretary Executive Secretary 


Thorns W. Welch 
Controller and Assistant Secretary 
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ORION PETROLEUM LID. 
Consolidated Balance Sheet 


December 31, 1980 
with comparative figures for 1979 


Assets 


Current assets: 


Cash’and short-term) deposits: en ee eee eee 


Accounts receivable: 


Affiliates (note.3) co. ..25 eo. sete eee ee ene ne ao 
Directors: (note3) (=. {Sic ae oes eee en eee 
Other saris Aes en seats 2 See oe nr ee Ree 


Prepaid. expenses antares eta eee ee eee 
Total-current assets. 7i5.6 sccm freien se ta case amare 


Investments:(notetd) ir. rer cea eet Ceres eee ena ree 
Oil’and/eas: properties xr oe yn ee ee ee eee 


Furniture and equipment, net of accumulated 


depreciation of 987346 (1979 — = nil) Sines ne ee ere 
Other assets 5.22 8 ee ee er ne ee 


Liabilities and Shareholders’ Equity 


Current liabilities: 


Accounts payable and accrued liabilities War: ee cer ee 
Deferred) managvementtees (NOte.s) ee er eee nee 


‘Total current liabilitiestza- nee eee eee 


Shareholders’ equity: 
Capital stock (note 5): 


Common Shares: so hance ie ee eee age 
Preferred shares +s desta tos ae eee eee 


Gontnibuted surplus (Otel |v see rat enter 
DG HCit aa. Ws fe een tah oc nhieu toh Drei em OLe cnec ee 


See accompanying notes to consolidated financial statements. 


1980 


$3,156,324 


94,200 
175,000 
1g 997 


289,197 


10,515 
3,456,036 


554,342 


39,652 
20709 7 


$4,070,627 


$ 164,348 
54,354 


218,702 


3,506,398 
905,000 


4,411,398 
(559,473) 

375015925 

$4,070,627 


1979, 


576,579 


O7930 


Selle 
I ppaays 
587,766 
496,498 


47,649 


PAs oi3 


50,576 


50,576 


2,246,898 


2,246,898 

161,309 
(1,326,870) 
1,081,337 
Mico 


ORION PETROLEUM LID. 
Consolidated Statement of Loss and Deficit 


Year ended December 31, 1980 
with comparative figures for 1979 


1980 
Revenue: 
Manare ment feess Otel.) tay samen eth nen area ie) en en ete mer peel 927232 
PtETeSCHTICOM LC mee neem pao! Act EP AE Sk Th nel fk ny a Rn cee ga ae 189,084 
COAG TEE 26 Weak ein scne CEA RE eee eee Pe en gr CR sk 39,278 
520,594 
Seneralband-acministrative expenses imate waar cee 682,997 
Bossrrommcontinuineoperalionsi say ei ee ee eee 162,403 
Oss sncome) tom. iscontinued Operaonsam eee. i eer er _- 
Bosc bel orerextraOrdinary item orm hie een ae ee eee ee eee 162,403 
Poss edil )polrcdisposallof investments (note 4)sasne. 5. nee 192,135 
INewloss (income) forthe year... sere ie eee ee 354,538 
De Hiciie Deo IMI POL Ly Cal ant y ase cit wa tr ac aieyarsty ere eure ere meee oe 1,326,870 
Reduction in stated value of common shares (note 5) .............00-00- (1,330,000) 
SaesicslercOstem NOt Ole acs ere citi ete nee een are ee 119,440 
Dividends OM Orererred Shales ace. 5 wc ay it eee isa enter an. a ee 88,625 
elicit menciOly Cale ern. tia. 6c Gale. hte ane ante $ 559,473 
Loss per common share: 
Betorerextraordinaryiltemgs sen ecu a hae bh sen Bio ten se a sees ee $ 0.08 
Pe ftetgex teaGrcitlal yal CU yc ecrscayte axis see scxet ere unio co aor ee raver ea een $ 0.18 


See accompanying notes to consolidated financial statements. 


O72. 


36,509 


36,509 
208,987 


172,478 


(45,697) 


126,781 


(135,225) 


(8,444) 
1,335,314 


1,326,870 


0.07 
nil 
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ORION PETROLEUM LID. 
Consolidated Statement of Changes in Financial Position 


Year ended December 31, 1980 
with comparative figures for 1979 


Funds provided: 

Issueofcommonsnares «228.09 ee ee eee 
Issue of preférredsshates - 3.2). ciscennt es see reece eae eee 
Issue-Of watrants oof saat ahe oe ce ae ee ee 
Proceeds of sale of investment in 

Westerowth, Petrolevami Ltd: aera pce sate ee en ste ae ar eee 
Management fees and interest and advances 

repaid by Almark Resources Lidiya cee Ott een one 
Othe rss iar sage Bri sa 8 as te tre a 


Funds used: 
In operations: 
Net loss beforerextraordinarys1t ery ase si aes eee ey eee 
(Less) add items not affecting 
Working Capital camer mn ea een eee ae 
Funds:tised tv OperattOnSs em een teen tat Oe eet otek ae ere 
Furehase of olltand cas properties tee. ar ten are ee ee er ene 
ohare: 1SSwé COSTS Hite rie <e.ceaccne e<saeen een ree ea ener ee mee eae 
Dividends onpreterred sharesmrg set ree nee ae errr 
Purchase of furniture and equipment and 
other assets’ insur vets: bM as Neen 2 eae et ts ax arse ee eee 


Acquisition of minority interest in 
Almark Resources Ltd. sen ees 2 steer ee ee, ene ere ere 


Increaseun working:ca pital sae ame erst ee Ore ener 


Working ‘capitali(deticiency) (beg ininine (Oly cate tia ee ne ee 
Working tea pital Pend 0 Veal iran aq were tre eee tinea cere 


See accompanying notes to consolidated financial statements. 


1980 1972 
$2,787,500 108,000 
1,000,000 — 
7,000 —_ 
— (93,150 
— 254,219 
4,363 O16 
3,798,863 1,156,862 
162,403 126,781 
(14,919) 45,697 
147,484 172,478 
554,342 —_— 
280,749 — 
88,625 — 
27-019 47,649 
—_— 108,000 
— 25,000 
1,098,719 Dooney 
2,700,144 803,735 
537,190 (266,545) 
$3,237,334 537,190 


ORION PETROLEUM LID. 
Notes to Consolidated Financial Statements 
December 31, 1980 


1. The company: 


During the year the company changed its name 
from Orion Petroleums Company Ltd. to Orion 
Petroleum Ltd. 


The company is subject to the provisions of the 
Canada Business Corporations Act. Through its 
wholly-owned subsidiary, Orion Petroleum, Inc., a 
company incorporated under the laws of the State of 
Texas, it is engaged in the business of acquiring and 
developing oil and gas properties and managing 
affiliated partnerships and joint ventures engaged in 
the business of acquiring and developing oil and gas 
properties. All properties are located in the 

United States. 


As of December 31, 1980, production had not com- 
menced on any of the properties owned directly by 
the company or on any of the properties owned by 
affiliate entities. 


2. Summary of significant accounting policies: 


The accounting policies of the company conform 
with accounting principles generally accepted in 
Canada. The significant policies of the company and 
its subsidiary are as follows: 


(a) Basis of consolidation: 


The consolidated financial statements include the 
accounts of the company and its wholly-owned sub- 
sidiary, Orion Petroleum, Inc. 


Investments in partnerships and joint ventures are 
accounted for by recording the company’s propor- 
tionate share of the assets, liabilities, income and 
expenses of each of its affiliated oil and gas entities. 
(b) Oil and gas properties: 

Oil and gas properties are accounted for using the 
full cost method of accounting. Under this method, 
all acquisition, exploration and development costs 
are capitalized as incurred. Gains or losses on the 
disposition of oil and gas properties are recognized 
only when such dispositions involve significant re- 
serves. Substantially all oil and gas costs incurred 
during the year ended December 31, 1980 were prop- 
erty acquisition costs. 


Depreciation, depletion and amortization will be 
computed using the unit-of-production method 
based on total estimated proved reserves. There was 
no depreciation, depletion or amortization expense 
for the year ended December 31, 1980 because there 
was no production. 


(c) Furniture and equipment: 


Depreciation of furniture and equipment is provided 
by the straight-line method over the estimated use- 
ful lives of three to eight years. 


(d) Management fees: 


The company receives management fees from affili- 
ated partnerships and joint ventures as reimburse- 
ment for general and administrative expenses 
incurred in organizing and managing the part- 
nerships and joint ventures. These management 
fees are recognized as income as the related general 
and administrative expenses are incurred. 


(e) Translation of foreign currency: 


The financial statements of the United States sub- 
sidiary have been translated into Canadian dollars 
using current rates for current assets and liabilities, 
rates in effect at the date of the transaction for other 
assets, and average rates for the period for revenue 
and expense items. Unrealized foreign exchange 
gains have been included in other income. 


(f) Income taxes: 


No recognition is given in the accounts to the possi- 
ble future income tax reductions which may be real- 
ized through the deduction in determining taxable 
income in future years of investment tax credits and 
losses available for carryforward. The reductions in 
income taxes resulting from the application of such 
deductions will be accounted for in the years in 
which the tax reductions are realized. 


(g) Comparative figures: 


Certain 1979 comparative figures have been re- 
classified to conform with 1980 presentation. 


3. Related party transactions: 


Management fees are earned from affiliated part- 
nerships and joint ventures. 


During the year, pursuant to the company’s em- 
ployee share purchase plan, two officers, who are 
also directors, of the company each were advanced 
$87,500 for the purpose of acquiring preferred 
shares of the company. These loans were repaid 

in 1981. 


During the year, the company paid commissions of 
$148,375 to a company controlled by a director of the 
company in connection with the issue of com- 

mon shares. 

During the year, the company issued 500,000 war- 
rants to directors and senior officers for a cash con- 
sideration of $5,000 (note 5). 
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4. Investments: 

During the year, the shares which represented the 
company’s investment in Almark Resources Ltd., 
were distributed to the shareholders (note 5). 

In 1979, the gain on disposal of investments in- 
cluded a gain of $219,695 on disposal of shares of 
Westgrowth Petroleum Ltd. and a provision for loss 
of $84,470 on the planned disposal of shares of 
Almark Resources Ltd. An additional loss of 
$192,135 was incurred on the disposal of the shares 
in 1980, of which $92,135 related to the write-off of 
advances to Almark Resources Ltd. 


5. Capital stock: 

(a) Authorized and issued capital stock: 
Authorized capital stock is as follows: 

(i) unlimited number of common shares, 


(ii) 100,000 preferred shares without nominal or 
par value. 
The preferred shares are non-voting and carry a 
cumulative annual dividend entitlement of $1.00 per 
share. These shares are redeemable after January 1, 
1982 and are convertible into common shares on the 
basis of 20 common shares for each preferred share. 
A summary of capital stock transactions during the 
year is as follows: 

Issued Amount 


1,718,771 $2,246,898 


Common Shares 


Balance, beginning of year 
Reduction in stated value 


of shares — (1,630,000) 


Shares issued 1,035,000 2,787,500 
Shares converted 190,000 95,000 
Warrants issued for cash — 7,000 


Balance, end of year 2, 9435/7 Le oosD00 398 


Preferred Shares Issued Amount 
Balance, beginning of year — $ — 
Shares issued 100,000 = 1,000,000 
Shares converted (9,500) (95,000) 


Balance, end of year 90,500 $ 905,000 


(b) Reduction in stated value of common shares: 


During the year the shareholders of the company 
voted to reduce the stated value of the common 
shares by $1,330,000 being the amount by which 
capital exceeded the net realizable value of the 
assets. This amount was applied as a reduction of 
the value of common shares. The deficit of the com- 
pany was also reduced by $1,330,000. 


The company obtained approval from its share- 
holders in meetings held in 1979 and 1980 to a plan 
of reorganization wherein its investment in shares of 
Almark Resources Ltd. were distributed to the 
shareholders of the company as a reduction in capi- 
tal in the amount of $300,000 on the basis of one 
share of Almark Resources Ltd. for every two shares 
of the company held by the shareholders. This 
amount was applied against the value of com- 

mon shares. 


(c) Shares issued: 


During the year, the company issued 1,035,000 addi- 
tional common shares and 100,000 preferred shares 
for a cash consideration of $2,787,500 and $1,000,000 
respectively. 


Costs incurred in connection with the issue of com- 
mon shares amounted to $280,749. Of this amount, 
$161,309 was applied against the balance in contrib- 
uted surplus and the remainder was charged to 

the deficit. 


(d) Preferred shares converted: 


During the year, 9,500 preferred shares were con- 
verted into 190,000 common shares. 


(e) Warrants issued: 


During the year, the company issued 807,500 war- 
rants. Of these warrants, 700,000 were issued fora 
cash consideration of $7,000 and entitle the holders 
to subscribe for one common share of the company 
at $0.50 per share on or before December 31, 1984. 
The remaining 107,500 warrants were attached to an 
issue of additional common shares and entitle the 
holder to subscribe for one common share of the 
company at $6.00 per share on or before December 
Sl 198i: 


As of December 31, 1980 none of these warrants had 
been exercised. 

(f) Employee stock option plan: 

During the year, the company established an em- 
ployee stock option plan whereby up to 5% of the 
outstanding shares of a particular class of shares 
may be set aside for issuance. During the year, op- 
tions were granted on 15,000 common shares at 
$2.25 per share exercisable at various dates to 1985. 


6. Income taxes: 7. Lease commitments: 


The company has loss carryforwards which are The company leases office space under noncancel- 
available to offset future income for tax purposes in lable operating leases with original or remaining 
both Canada and the United States. The approxi- terms of one year or more. The remaining minimum 
mate amounts and expiry dates of the loss carry- annual rental commitments are approximately 
forwards are as follows: as follows: 

Expiry Date Canada United States 1981 U.S. $ 39,000 
1984 $ 28,000 1982 49,000 
1985 460,000 1983 ny 
1987 U.S.44,000 1984 cebu 
1988 U.S.66,000 1985 ees 

Investment tax credit carryforwards available to off- ice = eet 

set future income for tax purposes in the United U.S. $263,000 

States approximate U.S. $2,300 and expire in 1987 

and 1988. 


Auditors’ Report to the Shareholders 


We have examined the consolidated balance sheet of Orion Petroleum Ltd. (formerly Orion 
Petroleums Company Ltd.) as at December 31, 1980 and the consoldiated statements of loss and 
deficit, and changes in financial position for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests and 
other procedures as we considered necessary in the circumstances. 

In our opinion, these consolidated financial statements present fairly the financial position of the 
company as at December 31, 1980 and the results of its operations and the changes in its financial 
position for the year then ended in accordance with generally accepted accounting principles 
applied on a basis consistent with that of the preceding year. 

The figures for 1979, included for comparative purposes, are based on the financial statements of 
that year which were reported on by other chartered accountants. 
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